
The Chesapeake and Potomac
Telephone Company of Virginia

REPORT or INDEPENDENT ACCOUNTANTS

To The Board of Directors and Shareowner of
The Chesapeake and Potomac Telephone Company of Virginia

We have audited the financial statements and the financial statement schedules
of The Chesapeake and Potomac Telephone Company of Virginia as listed in the
index on page F-l of this Form 10-K. These financial statements and financial
statement schedules are the responsibility of the Company's management. OUr

. responsibility is to express an opinion on these financial stat•••nts and
financial statement schedules based on our audits.

We conducted our audits in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statement. are free of
material misstatement. An audit includes examining, on a te.t ba.i., evidence
supporting the amounts and disclosures in the financial .tatement.. An audit
also includes assessing the accounting principles used and sisnificant
estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above presen~ fairly, in
all material respects, the financial position of The Chesapeake and Potomac
Telephone Company of Virginia as of December 31, 1991 and 1990, and the
results of its operations and its cash flows for each of the three years in
the period ended December 31, 1991, in conformity with generally tccepted
accounting principl.s. In addition, in our opinion, the financiai statement
schedules referred to above, when considered in relation to the ba.ic
financial statements taken as a whole, pre.ent fairly, In all material
respects, the information required to be included therein.

As discussed in Rotes (1) and (7) to the financial atatement., the Company
changed it••ethod of accounting for postretirement benefits other than
pensions ~ 1991.

Is/Coopers & Lybrand

Richmond, Virginia
~February 5, 1992
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The Chesapeake and Potomac
Telephone Company of Virginia

STATEM!RTI OF INCOME AND REINVESTED EARNINGS

OPERATING REVENUES
Local service .
Network acce.. . .
Toll service ~ .
Directory advertising and other .
Provision for uncollectible•.........

OPERATING EXPENSES
Employee costs. including benefits

and taxes .
Depreciation and amortization .
Other .

Net operating revenues .

OPERATING INCOME TAXES
Federal .
State .

Operating income .

OTHER INCOME (EXPENSE)
Allowance for funds used during
construction .

Miscellaneous - net .

INTEREST EXPENSE .

INCOME BEFOR! CUMULATIVE EFFECT
OF CHARGE IN ACCOUNTING PRINCIPLE

Dollars in Tbouund.
For the Years Ended December 31.

1991 1990 1989

$ 819.402 $ 798.324 $ 758.600
520.911 499.037 464.156
126.333 126.182 120.341
261.075 242.799 230.688
(12,542) (11,744) (5,108)

1. 715,179 1. 654.598 1.568,677

384.251 380,819 417,780
350.561 308,23' 273,393
568.574 530,236 495,784

1. 303.386 1,219,293 1.186,957
411.723 435,305 381,720

85,430 94,576 76.421
24,389 26,635 24,717

109.819 121.211 101,138
301.974 314,094 280.582

2,871 4.084 5,424
(1.701) (2,436) (1.158)
1.170 1.648 4,266

87,397 85,,430 81,893

215,747 230,312 202,955

230.312 SNET INCOME (LOSS) s

cm••,) .....

<8,336) S 202,955

The accompanying notes are an integral part of the.e financial Itatements.
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The Chesapeake and Potomac
Telephone Company of Virginia

STATEMENTS OF INCOHE AND REINVESTED EARNINGS (Continued)

REINVESTED EARNINGS
At beginning of year .
Add: Net income (loss) .

Deduct: Dividends .
Other change "':.' .

At end of year .

Dollars 1n Thou.and.
For the Years Ended Dlcember 31.

1991 1990 1989

$ 558,047 $ 507,751 $ 493,869
(8,336) 230,312 202,955

549,711 738,063 696,824
181t,381 179,836 188,989

15 180 84
S 365,315 S 558,047 § 507,751

The accompanying notes are an integral part of th••e financial .tat.m.nts.
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The Che.apeake and Potomac
Telephone Company of Virginia

BALANCE SUETS

Dollar. in 1bousands
December 31, December 31,

1991 1990

ASSETS

CURRENT ASSETS
Accounts receivable:

Customers and agents, net of allowances for
uncollectible. of $15,571 and $7,192 .

Parent and affiliates .
Other .

Material and supplies .
Prepaid expenses .
Deferred income taxes .
Deferred charges .

$ 268,950 $ 264,223
24,172 24.717
17,657 17,491

5,777 8,747
9,153 11,362

18,486 3,528
55,355 38.906

399,550 368,974

PLANT, PROPERTY AND EQUIPMENT - at cost
In service .
Under construction and other .

Accumulated depreciation .

DEFERRED CHARGES AND OTHER ASSETS .

TOTAL ASSETS .

4,856,327
93,275

4,949,602
(1.827,125)
3,122,477

53,724

53,575,751

4,712,766
94.320

4,807,086
(1. 722,424)
3,084,662

45,691

53,499,327

The accompanying notes are an integral part of these financial statements.
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The Chesapeake and Potomac
Telephone Company of Virginia

BALANCE SREETS

Dollarl in Thou.ands
December 31. December 31.

1991 1990

LIABILITIES AND SHAREOWNER'S INVESTHENT

$ 119.800 $ 84.365
2.619 2.077

74.767 45.390
156.661 192.241

27.865 28.375
18.163 18,229
13,525 21.032
31.554 31,917
55,800 49.164

500,754 472,790

935,387 934,234

CURRENT LIABILITIES
Debt maturing within one year:
Affiliate , .
Other .

Accounts payable:
Parent and affiliates , .
Other .

Accrued expenses:
Vacation Pay , .
Interest .
Taxes .
Other .

Advance billing and customer deposits .

LONG-TERM DEBT ,., .

DEFERRED CREDITS AND OTHER LIABILITIES
Deferred income taxes ,." ,......... 393,571 516,797

Ut.£~.'lI..';i.s: ~~7•• ..,..,,: .·~ ".. ~ ,~~~t,··,. Ji . ..f"
''':" :t 1:r- q..; .. , '. , ~'-'-'I :,.,..-Other , .. ,." " .~ ..·:LB

900,610 660,571

CONTINGENCIES

SHAREOVNER'S INVESTMENT
Common .,ock - one ahare. without
par va~' owned by parent , .

Reinv......arning•............................
873,685
365,315

1.239,000

873,685
558,047

1. 431. 732

TOTAL LIABILITIES AND SHAREOWNER'S INVESTMENT S3.575,751 13.499,327

The accompanying notes are an integral part of the.e financial .tatements,
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The Che.apeake and Potomac
Telephone Company of Virginia

STATEMER!SOF CASH FLOVS
Dollar. 1n Thov.aDd.

For the Year. Ended D'cember 31,
1991 1990 1989

Net cuh provided by operating .ctivities .. 529,309

(16,890)
(803)

2,209
(24,482)
(14,649)

6,636
(1,076)

(12,662)
14,736

308,238 273.393

11,744 5,108

(4,084) (5,424)
145- 397

(10,752) (47,474)
6,478 (8,554)

(3,159) (127)
(1,232) 4,155

(l0,983) 73 ,633
(1,245) 2,468
3,826 34,420

(13,128) (12,144)
17,732 2,641

533·892 525,447

CASH FLOVS FROM OPERATING ACTIVITIES:
Net income (lOll) ... ,...................... $
Adjustments to reconcile net income (loss) to
net c.sh provided by oper.ting activities:
Depreci.tion and .mortization .
Cumul.tive effect of change in .ccounting
principle .

Provision for uncollectibles .
Allowance for funds used during
construction , .

Other noncash items, net .
Changes in certain assets and liabilities:

Accounts receivable .
Material and supplies .
Prep.id expenses .
Deferred ch.rges and other .
Accounts payable and accrued expenses ..
Advanced billing and customer deposits .
Deferred income t.xes ., .
Un.mortized investment tax credits .
Other liabilities .

(8,336)

350,561

224,083
12,542

(2,871)
311

$230,312 $202,955

CASH FLOVS FROM INVESTING ACTIVITIES:
Additions to plant, property .nd equipment
Other pl.nt-related ch.nges .

Net c.sh used in investing activities

(378,924)
629

<378,295)

(383,413)
<10,228)

<393.641)

(400,924)
(635)

(401. 559)

CASH FLOVS FROM FINANCING ACTIVITIES:
Additions to long-term debt .
Principal r.p.ym.nt. of
capital 1•••• obli,.tions .

Net 4......a in short-t.rm debt with

:~i~~.~~~~~~~~~.~:.~~~~~.~~~~~~ .
Net 1~. in note pay.ble to affiliate .
Divid.nd. paid .

Net c.sh used in fin.ncing activities .

(2,068)

35,435
(184,381)

<151. 014)

(2,180)

41,765
(179.836)

(140,251)

100,000

(2,999)

(74,500)
42,600

<188,989)

(123,888)

NET CHANGE IN CASH , , .
CASH, BEGINNING OF YEAR """, , .
CASH, END OF YEAR ~S _ , ,

The accomp.nying notes are an integral p.rt of the•• fin.ncial .tatements.

F-8



The Ch.sap.ak. and Potomac
Tel.phon. Company of Virginia

NOTES TO FINANCIAL STATEMENTS

(1) SUHHARY OF SIGNIFICANT ACCOUNTING POLICIES

BASIS OF PRESENTATION - The Chesapeake and Potomac T.l.phone Company of
Virginia (th. Company) ,a wholly-owned subsidiary of BeU Atlantic
Corporation (Bell Atlantic), maintains its accounts in accordance with
the Uniform System of Accounts (USOA) prescrib.d by the Federal
Communications Commission (FCC) and makes c.rtain adjustm.nts n.cessary
to present the accompanying financial statements in accordanc. with
g.nerally accepted accounting principles applicabl. to regulated
.ntiti.s. Such principles diff.r in certain respects fra. ~he.e u••d by
unregulated entities, but are required to appropriately r.fl~ the
financial and economic impacts of regulation and the rat.making process.
Significant differences resulting from the application of th.s.
principles are disclosed elsewhere in these Notes to Financial
Statem.nts where appropriat•.

CASH AND CASH EOUIVALENTS • The Company considers all highly liquid
investment. with a maturity of 90 days or l ••s when purcha.ed to be cash
equival.nt•.

The Company makes certain payment. by draft and records such drafts as
accounts payable until such time as the bank. have presented the. for
payment.

MATERIAL AND SUPPLIES . New and reusable mat.rials are carried in
inv.ntory, principally at average original co.t, .xc.pt that specific
costs ar. used in the case of large individual items. Nonreusable
mat.rial is carried at estimated salvage value.

PLANT AND DEPRECIATION - The Company'. provi.ion for depreciation is
ba.ed principally on the r.maining life method of depreeiation and
straight-line compo.ite rate.. This method provides for the recovery of
the re.aining net inve.tment in plant, le•• anticipated net .alvage
value, over the remaining service live. authorized by federal and .tate
relU.nory .uthorities. D.preciation upense allo include. amortilation
of:1:'.aln cl..... of telephone plant .nd certain identified
d•.. "'",. tlon reserve deficiencies over period••uthoriled by r.gulatorya. le.. .

Wh.n d.preciable plant is replaced or retired, the amounts at which such
plant has been carried in plant, property and equipment .ccount. are
remov.d from the r.sp.ctiv. account. and ch.rged to .cc~lated

depr.ci.tion, and .ny g.ins or losses on disposition are amortized over
the remaining service liv.s of the r.maining net inveat.ent in telephone
plant.
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The Chesapeake and Potomac
Telephone Company of Virginia

MAIIZIRANcl AND REPAIRS - The cost of maintenance and repairs of plant.
including the cost of replacing minor items not constituting substantial
betterments. is charged to operating expense.

ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION - Regulatory authorities
allow the Company to record an allowance for funds used durin.
construction. which includes both interest and equity return components,
as a cost of plant and as an item of other income. Such income is not
recovered in cash currently but vill be recoverable over the .ervice
life of the plant through higher depreciation expense recognized for
regulatory purposes.

EMPLOYEE RETIREMENT BENEFITS

PENSION PLANS - Substantially all employee. of the Company are
covered under noncontributory multiemployer retirement plans sponsored
by Bell Atlantic and its subsidiaries. ineluding the Company. Amounts
contributed to the Company's pension plans are actuarially deterained
under the aggregate cost method, and are subject to appiicable federal
income tax regulations.

POSTRETIREMENT BENEFITS OIHER THAN PENSIONS - Effective January 1.
1991. the Company adopted Statement of Financial Accounting Standards
No. 106, "Employers' Accounting for Postretirement Ben.fit. Other Than
Pensions" (Statement No. 106). Statement No. 106 requires accrual
accounting for all postretirement benefit. other than p.nsions. Under
the prescribed accrual method. the Company's obligation for th•••
postretirement benefits is to be fully accrued by the date employees
attain full eligibility for such benefits. Prior to the ad~~Ibn of
Statement No. 106, the cost of health benefit. for management retirees
was recognized by charging claims to expen•• a. they were incurr.d. The
cost of h.alth ben.fits for current and future a.sociat. r.tir••••as
recognized a. det.rmin.d under the aggregat. cost actuarial ••thod. The
co.t of po.tretir•••nt llf. Insurance b.n.fit. wa. also recogniz.d as
determined und.r the aggregat. co.t actuarial ••thod.

Th. Company .ak•• contribution. to a r.tir•• health car. tru.t for
a••oclat••.,loy.... Contributions to the tru.t ar. det.rmin.d
pr......lly und.r the aglr.gat. cost actuarial m.thod and ar. limit.d to
a~.-.•• p.rmitt.d under Internal R.venu. S.rvic. (IRS) rule. for
det~inl tax-deductible contributions.

Th. Company annually fund. an amount for 11f. insurance ben.fits that is
det.rmined u.ing the aggregate cost actuarial method.

INCOME TAlIS - Bell Atlantic and its dom.stic .ubsidlari•• , including
the Company, file a con.olidat.d fed.ral Income tax r.turn. The
consolidated income tax curr.ntly payable i. allocat.d in accordance
with each sub.idiary's contribution to consolidated taxable incoa. and
tax credits.
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The Ches.pe.ke .nd Potomac
Telephone Comp.ny of Virginia

Deferred incom. t.xe. are gener.lly provid.d to reflect the effect of
timing differences on the recognition of rev.nue and expen•• for
financial .nd income t.x r.porting purpos••.

Th. Tax R.form Act of 19S6 r.pe.l.d the inv.stm.nt t.x credit (~TC) as
of Janu.ry 1, 1986, subject to c.rt.in tr.n.itional rul... Re.lized
ITea v.r. deferred .nd are being .mortiz.d to income ov.r the ••timated
service liv.a of the related assets.

RECLASSIFICATIONS - Certain reclassification. of prior ye.ra' data have
been made to conform to 1991 clasaifications.

(2) LONG-TERM DEBT

Long-term debt consists princip.lly of debentur•• issued by the Company.
Interest rates and maturities of the amounts out.t.nding at December 31
are:

Dollar. in Thousands
1991 1990

$ 50,000 $ 50,000
65,000 65,000
70,000 70,000

100,000 100,000
75,000 75,000
50,000 50,000

100,000 100,000
200,000 200,000
125,OOQ 125,000
100,000. 100,000
935,000.. .935~000

11,l~9 9,728
(8,133) (8,417)

.938,006 936,311

2,619 2,077
1935,387 1934,234

Capit.l 1•••• obligation., .verage rat.
11.76\ and 11.39\ .

Unamortized discount and premium - net .

Thirty-nine year 5 1/4', due 2005 .
Forty y.ar 5 5/S', due 2007 .
Forty y.ar 6 3/4', due 200S .
Thirty-five y.ar S 5/S', due 2009 .
Forty year 8 3/4', due 2010 .
Forty year 7 1/4', due 2012 .
Forty year 9 1/4', due 2015 .
Forty year 9 1/2', due 2019 .
Forty year 8 1/2', due 2026 t ••••••••••••

Forty y.ar 8 3/8', due 2029 .

Le.~u~~~~.~~~~~~.~~~.:~~~. :::::: ::::::::::
~

~'.

~

tona-tera debt outstanding at Decemb.r 31, 1991 include. approximately
$835,000,000 vhich is callable by the Company. The call pric•• of these
debentur•• ranse from 105.7' to 101.7' of face value, dep.ndins on the
remaining life to maturity of the issue. In addition, long-t.ra d.bt
include. approximat.ly $100,000,000 vhich vill b.com. r.d....bl. only on
Octob.r 1, 1999 at the option of the s.curity hold.r. Th. r.d.mption
price of the•• debenture. vill be 100.0' of face value plus accrued
inter•• t.
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The Chesapeake and Potomac
Telephone Co.,any of Virginia

On ~anuary 21, 1992, the Compeny issued $100,000,000 of 7 1/8'
debeetures, due January 15, 2002, and $100,000,000 of 7 7/.' debentures,
due January 15, 2022, through a public offering. Neither of the
debenture issues are callable at the option of the Company or the holder
prior to maturity. The net proceeds from these issues were~sed to
refinance $200,000,000 of 9 1/2\ debentures due in 2019, which were
redeemed by the Company on February 14, 1992 at a call price equal to
105.7\ of the face value of the issue.

The Company has an outstanding shelf registration, filed with the
Securities and Exchange Commission (SEC) on April 6, 1990, for the
issuance of up to an additional $200,000,000 of debt securities.

(3) DEBT MATURING WITHIN ONE YEAR

Debt maturing within one year consists of the following at December 31:

Dollars in Thousands
1991 1990 1989

Veilht.d Averale
Interut Bat,,*

l1U 1m J.J.n

Note payable to affiliate
Capital leas. obligations

Total .

Average amounts of notes
payable outstandinl
during the year* .

$119,800
2,619

S122,419

$114,383

$ 84,365
2,077

S 86,442

$ 65,036

$ 42,600
2,492

S 45,092

$ 71,390

5.02' 7.89' 9.48\

6.03' 8.16' 9.61\

Maximum amounts of notes
payable at any month-end
during the year $156,217 $109,834 $134,040

* Amounts represent average daily face amounts of notes. Weighted average
interest rates er. computed by dividinl such amounts into the allregate
related interest expense.

ii~

A:.£...... .ber 31, 1991, the Company had an unused line of credit balance
at' ,200,000 with an affiUate, Ben Atlantic Network Funding
C . tion. (Se. Note 12 of Not.. to Financial State.ent.).
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The Chesapeake and Potomac
Telephone Company of Virginia

(4) ACCDOHTING FOR RESTRUCTURING AND OTHER CHARGES

In 1991, Bell Atlantic and the Company offered a retirement incentive
program to eligible management employees eleeting early retirem.nt.
Under this program, approximately 300 employees retired'fro~ the
Company. As a result, ineome before cumulative effeet of the change in
accounting prineiple for 1991 vas redueed by approximately $4,315,000
for .pecial termination benefit. and related re.trueturing eo.t.. These
co.t. ar. ineluded a. operating expenses in the Stat.ment of Incom•.

In addition to the program offered to management employee., the Company
implemented a retirement incentive plan for as.oeiat••mploy.... Under
this program, approximately 180 a••ociates accepted a lump .ua payment
based on year. of serviee and retired by the end of Deeember. Income
before cWlIulative 'effeet of aecounting 'chang. va. reduced by
approximately $3,720,000 in 1991 for costs associated vith this program.

Net ineome for 1989 was redueed approximately $11,760,000 a. a re.ult of
costs assoeiated with speeial severanee and enhanced early retirement
programs for management employees, and the consolidation of e-rta1n
Company facilities. These eosts are ineluded a. operating expen.es in
the Statement of Ineome.

As a result of labor negotiations completed 1n 1989, B.ll:Ktlant1c
established a retiree health eare trust for a.sociate employe•• of the
Company. In connection vith the establi.hm.nt of the tru.t, the Company
ehanged its method of aceountinl for postretir.ment h.alth ear. b.nefits
for these employee. from a pay-as-you-Io ba.i. to an actuarial1y
determined aeerual basis, effective January I, 1989. Thr. ehange in
aceountinl reduced net income for 1989 approximately $11,850,000.
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Th. Ch••ap••k. .nd Potomac
T.l.phone Comp.ny of Virginia

(5) nAGS

The Company has entered into both capital and oper.ting 1••••••• lessee
for facilities .nd equipment us.d in the Company's oper.tion.. In 1991,
1990, and 1989, the Company incurred initial capital 1•••• obligations
of $3,704,000, $2,275,000, and $7,205,000, respectively.

Total rent exp.nse amounted to $66,803,000 in 1991, $58,968,000 in 1990,
and $63,100,000 in 1989.

At December 31, 1991, the aggregate minimum rental commitm.ntl under
noncancelable leases for the periods shown are •• follow.:

Iuu
1992 .
1993 .
1994 "' .. ;'~":'.:~.; .
1995 .
1996 .
There.fter .

Total .

Less imputed int.rest '"

Less executory costs

Present value of net
minimum lease payments

Les. current installments

Long-t.rm obligation at
Decemb.~ 31,1991 .

pollan
Capital Lea...

$ 4,112
2,721
1;237
1.716
2,411
4.126

17,323

5 ,019

1.165

11.139

2.619

S 8.U9

in Thousand.
Ooeratinl Lea.es

$ 8,847
7,015
5,968
4,900
4,507
9,3Sf

S 40,523
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The Chesap.ak. and Potomac
Tel.phone Company of Virginia

(6) I-=-S TAXES

Th. compon.ntl of operating ineom. tax expen.e are a. follow.:

Dollar. in Tbou'lQd.
Tear. Ended Decemblr 31,

1991 1990 1989
Federal:

Current , .
Deferred, net .
Investment tax credits

State:
Current .
Deferred, net .

Total .

$105,458
(7,551)

<12.477)
85.430

17,913
6.476

24.389
Sl09,819

$113,686
(5,983)

<13,127)
94,516

20,355
6,280

26,635
U21,211

$ 65,391
23,174

(12.144)
76,421

13,470
11,247
24,717

U01'138

Income tax expense (benefit) whieh relat•• to non-operating incom. and
expense and il included in Hiseellaneoul - n.t va. ($572,000),
($1,202,000), and $232,000 in 1991, 1990, and 1989, r ••p.cti••1y. The
def.rred tax ben.fit r.lated to the cumulative .ff.at of the change in
aecounting principle wa. $137,108,000 in 1991,

The componentl of deferred incom. tax expen.e (b.n.fit) ar' a. follows:

Dollar. in Thou.and.
Tear. Ended December 31,

1991 1990 1989

Accelerated deprec 1& t ion ..... $ 9,776 $ 11,867 $ 38,753
Employee benefits ............ (2,24,1.) (7,460) (2,213)
Other, net ................... C8.607) (4,110) <2,119)

Total ................. S (1,075) S 297 , 34.421
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Th. Ch••apeak. and Potomac
Telephon. Company of Virginia

Th• .,ovi.ion for incom. taxes varies from th. amount computed by
applylna the .tatutory fed.ral incom. tax rate to income b.fore
provision for income taxes and cumulative effect of accountina change.
The difference is attributable to the followina factor.:

Year. Ended D.cember 31.
1991 1990 1989

Statutory federal incom. tax rate ..... '"

Investment tax credits .

State income taxes. net of federal
income tax b.nefits .

Benefit of rate differential applied to
rever.ina timing difference~ .

Reversal of previously capitalized'taxe.
and payroll-related construction costs ..

Prior ye.rs' tax adjustments .

Other. net .

Effective income tax rate before
cumulative effect of accounting chanae ..

'4.0'

(3.8)

4.9

(3.1)

1.3

34.0' 34.0'

0.7)" (3.8)

5.0 5.4

(3.0) (3.0)

1.7 1.9

(2.0)

As a result of the adoption, effectiv. January 1, 1988, of the r.vis.d
USDA prescribed by th. FCC, deferred taxe• .u.t b. provid.d for
interstate ratemakina purpo... on all future book/tax tiaina
differenc... Prior to 1988, the Company did not r.cord d.f.rred taxe.
on timina difference. for which deferred tax expen•• wa. not allowed for
ratemakina purpo•••.

Th. cuaulative n.t amount of income tax tt.ina diff.renc•• for which
def.rr.d taxe. have not be.n provided pursuant to the rat••akina process
v.'. oxiaat.ly $83,856.000 and $96,261,000 at D'c••b.r 31, 1991 and
1 · ••p.ctiv.ly. Th••e timina differenc•• principally relat. to the
a1' ..•.• for fund. u••d durina construction and certain tax•• and
P .. -r.lat.d con.truction co.t. which w.r. capitaliz.d for financial
.tat...nt purpo•••• but v.r. d.ducted curr.ntly for inco.. tax purposes.
net of applicable d.preciation.
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The Che.aveate and Potomac
Telephone Comp.ny of Virginia

~'lnancial Accounting Standard. Board (FASB) i ••ued Statement of
Fiauclal Accounting St.nd.rds No. 109, "Accounting for IncOil. T.x....
(St.te.ent No. 109), 1n Febru.ry 1992. Th. Comp.ny vill be r~quired to
adopt St.tement No. 109 by 1993. St.tement No. 109 vill require the
c.lcul.tion of deferred taxes usinl the li.bility method. Under the
li.bility method, deferred t.x balance. mu.t be adju.t.d to refl.ct
en.cted chang.s in incom. t.x rat•• , and d.f.rr.d t.x•• mu.t b. provided
on .11 book/t.x bash diff.renc... '"

Pre••ntly, d.ferr.d taxe••re r.corded at income t.x rate. that vera in
eff.ct .t the tim. the r.lated timinl differ.nc. aro.e. In addition,
r.lulat.d compani.. only r.cord d.f.rr.d t.x.. on timinl diff.r.nc••
vhich r.gul.tor. r.cogniz. in the r.t.m.king proc.... Sinc. relulators
h.v. not ch.nled the m.nner in vhich the.. t.x .ffect. ar. treat.d for
r.t.making purpo.es, vhen St.tem.nt No. 109 i. adopted, the incOil.
eff.cts of the r.quired adjustm.nt. to deferr.d tax b.lanc•• vill b.
recorded on the bal.nce sheet .s relul.tory ••••t. or li.bilitie. in
.ccordance vith Statement of Accounting St.nd.rd. No. 71,"Accounting
for the Eff.ct. of Certain Type. of R.gul.tion," (St.te.eri~ No. 71).
Abs.nt ch.nge. in the ragul.tory tr••t ••nt of deferred t.xe., there vill
be no m.terial imp.ct on net incom. upon .doption of St.te.ent No. 109.

Prior to 1984, the Comp.ny v.s includ.d in AT&T'. con.olidated feder.l
incom. t.x returns. These r.turns h.ve been ex.mined by the IRS, .nd
all is.ue., including the summary ••••••••nt i ••u. di.cu•••d belov, have
b.en .ettled.

During 1987, the IRS mad. a summ.ry .ssessment requiring Bell Atlantic's
tel.phon. sub.idi.ri•• to pay a total of approximately $65,000,000 in
tax and inter•• t r.lated to c.rtain contest.d issu•• for ~h, y.ar. 1979
and 1980. Thh payment ($9.600,000 of vhich vas the Comp.ny'. ,hare)
h•• be.n recorded a•• current deferred charge. In Janu.~ 1992, the
Co.pany v.. offici.lly notified th.t the IRS ha. decided the i ••ue. a.
propo.ed by B.ll Atlantic. and a refund of th••ummary ••••••ment is
.xpect.d in 1992.
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(7) EKrtOT!! RETIREMENT BENEFITS

PENSION PLANS - Substantially all of the Company's manage.ent and
associat. employees ar. covered under noncontributory. mu1ti.mploy.r
pension and d.ath b.nefit retir.ment plan••ponsored by'Bell Atlantic
and the Company. Th. pension b.n.fit formula i. ba••d on a flat dollar
amount p.r y.ar of- service according to job cla•• ification und.r the
a••ociat. pl.n and a .tat.d perc.ntase of adju.t.d car••r •••ras. income
under the pl.n. for m.nas.ment .mploy.... Th. Company'. obj.cti•• in
funding the plan. is to .ccumulat. fund. at a r.lati••ly'.tabl. rat.
ov.r participants' working liv•••0 that b.n.fits ar. fully fund.d .t
r.tirement. Plan as.ets consist principally of inv••tment. in dome.tic
and nondom••tic corporate equity s.curiti.s. U.S. Government and
corporate debt securiti.s. and real estate.

Aggregate pension costs for the plans are as follow.:

Do1l.rs in Thou.and.
Tear. ended Dec.mber 31.

1991 1990 1989

-....

Current year cost .

P.rcentag. of salari•• and was.. ..

'13. 729

iJl'

814.682

i&J.'

814.999

Th. decr.as. in p.nsion cost from 1990 to 1991 v•• primarily due to
chans•• in plan provi.ion•• actuarial •••umption. an4,deaosraphic and
investment experienc.. Durins 1991, the Company off.r.d a r.tir••ent
incentive prolram to .lilibl. manalem.nt and a••oei.t. emp10y.e•.
el.cting .arly retirement. Sp.cial termination ben'fits of .
approxi.ate1y $674,000 attributable to the man.s••ent e.ployee. retiring
in 1991 under this prosr.m p.rtly off.et the d.cr•••• in pen.ion co.t.

The d.cr•••• in p.n.lon co.t from 1989 to 1990 va. primarily due_ to
r.duction. in the nu.ber of .mploye.. due t~ re.tructur. and the force
man••e.ent prosre. of 1989, off•• t by change. in pl.n proyi.{on.,
act~lal a••umption. and demosraphlc and inve.t••nt exp.ri.nce.

St~t of Financi.l Accounting St.ndard. No. 87. "E.ployer.'
Aa~1I'¢1n. for P.nsion." (Stat.m.nt No. 87). requires. comp.rison of
th.~.eeuarial pre••nt .alue of project.d ben.fit oblisationa vith the
f.ir •• lue of pl.n ••••t •• the disclo.ure of the compon.nt. of net
p.riodic pension co.t and a r.concili.tion of the funded .tatu. of the
pl.ns with amounts r.corded on the balanc••he.t. Such disclo.ure. are
not pre••nt.d for the Company becau.. the .tructure of the Bell Atlantic
pl.n. doe. not allow for the determination of this inforaation on an
individual comp.ny basis.
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Th. a••umad discount rate used to .easure the projected benefit
oblisation vas 7.75\ at December 31, 1991 and 8.0\ at Dece.ber 31, 1990.
The assumed rate of future increases in compensation level. vas 5.25\ at
December 31, 1991 and 1990. The expected long-term rate of return on
plan assets vas 7.5\ for 1991, 1990 and 1989.

The Company has, in the past, entered into labor negotiations vith the
unions representing certain employees and expects to do .0 in the
future. Pension benefits have been included in these negotiation. and
improvements in benefits have been mad. from tta. to ti••.
Additionally, the Co.pany ha. amended the benefit formula under pension
plans maintained for its manasement employee.. Expect.tion.with
respect to future amendments to the Company's pen.ion plan. have been
reflected in determining the Company's pension co.t under
Statement No. 87.

PllJlltT"'l"'IIIIrIJI'OTIII IIAI PIRIJOII - Effective January 1, 1991,
~e Comp.ny .d~edSt.tement of rtnaneia1 Accountin. St.nd.rd. No. 106,
"Employers' Accounting for Postretirement B.n.fit. Oth.r Th.n P.n.ions,"
(St.tement No. 106). St.tement No. 106 requir•••ccru.l .ccounting for
all postr.tirement b.n.fit. oth.r th.n pen.ion.. Und.r the pr••crib.6
accru.l method, the Comp.ny's obligation forth.s. po.tretire.ent
benefits is to be fully accrued by the date the employee••tt.in full
eligibility for such benefits. Prior to the .doption of St.t•••nt
No. 106, the cost of health benefits for m.n•••ment retiree. was
recognized by ch.rging cl.ims to expense •• th.y were incurr.d. The
east of health benefits for current .nd future a••oei.te retiree. vas
recognized as determined under the aggregate cost actuarial .ethod. The
cost of postretirement life insurance benefits vas also recognized as
determined under the aggregate cost actu.ri.l ••thod.

In conjunction vith the .doption of St.te.ent No. 106, for fln.nci.l
r.porting purpo••• , the Comp.ny elect.d to i..edi.t.ly r.cognize the
.ccumul.ted postretire.ent benefit oblis.tion for curr.n~ and future
r.tir.e., n.t of the f.ir v.lu. of pl.n ••••t. and r.cogniz.d
po.tretir.m.nt ben.fit co.t. (tr.n.ition oblig.tion) in the ••ount of

361,191,000, n.t of income t.x.s of $137,lor;OOO. On Dec••ber 26,
991, the FCC r.l••••d .n ord.r p.rmitting .doption of St.t•••nt No. 106
~ before J.nuary 1, 1993. Th. FCC ord.r permit•••ortiz.tion of the

r"'ltion ob11s.tion over the aver.se rem.inin. s.rvic. period of
cca.. .aploy••• for interstate resulatory .ccountins purpo•••.
r.aant to St.t•••nt No. 71, • regul.tory ••••t a••oci.t.d vith the

ecognitlon of the tr.n.ition oblis.tion v•• not r.cord.d b.c.u•• of
uncert.inti•••• to the ti.ing .nd .xtent of r.covery giv.n the
Comp.ny' •••••••••nt of it. lons-term comp.titiv. envir~ent. On
J.nu.ry 21, 1992, th. Virlinla St.t. Corpor.tion Commillion (SCC) i.sued
.n order directing notice .nd inviting comment. coneerninl the prop.r
tBarastat. ratemaking treatment to be accorded St.t••ent No. 106.
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......nti.lly .11 of the Compeny's man.gement .nd .ssoci.te e.ployee•
• ~0gered under postretirement he.lth .nd life insur.nce benafit pl.ns
.ponsored by Bell Atl.ntic .nd cert.in of it. subsidi.ria., including
the Comp.ny. The determin.tion of postretirement benefit co.ts for
postretirement he.lth benefit pl.ns is b••ed on comprehensi.a ho.pital,
medic.l, surgic.l and dental benefit provi.ions. The postretirement
life insur.nce benefit formula used in the determination of
postretirement benefit cost is prim.rily based on .nnu.l basic p.y at
retirement.

The Company funds for postretirement health benefits for .ssociate
••ployees .nd postretirement life insurance benefits for •••ociate and
management employees. The Company's objective in fundinl the•• plans is
to .ccumulate funds at a relativ.ly stable rate over p.rticipants'
vorking lives so that benefits .re fully fund.d at retirement. Pl.n
.ssets consist principally of investments in domestic and nondomestic
corporate equity securities, and U.S. Government and corpor.t. debt
s.curities.

In 1991, the aggreg.te cost of postretirem.nt health and life insurance
benefits v.s $29,327,000.

Statement No. 106 requires. comp.rison of the actu.rial pr•••nt value
of the .ccumulated postretirement benefit oblig.tion vith the f.ir value
of pl.n .s.ets, the disclosur. of the compon.nt. of the net p.riodic
po.tr.tir.ment b.n.fit co.t, and a reconciliation of tha funded .tatus
of the plan. vith the amount r.cord.d on the balanc••haet. Such
disclosures are not presented for the Comp.ny bec.u•• tha .tructure of
the Bell Atlantic plans does not .llov for the d.termination of this
inform.tion on .n individual comp.ny b.sis.

The assumed discount rate used to measure the accumul.t.d po.tr.tir.ment
benefit oblig.tion v.s 7.75' .t D.c.mber 31, 1991 and 8.0' at J.nu.ry 1,
1991. Th••ssum.d rate of future incre•••• in comp.n.ation leva1. vas
5.25' at Dacemb.r 31, 1991. Th••xpected lons-term r.t.'of return on
plan ••••t. va. 7.5' for 1991. The medic.l co.t tr.nd rata in 1991 vas
approxim.t.ly 15.0', grading down to .n ultimate r.te in 2003 of
. prosi••t.ly 5.0'. The dent.1 co.t tr.nd r.t. in 1991 .nd ther.after

."roxi.ately 4.0'.

~.ln po.tretirem.nt ben.fits other than p.n.ion. ha.a been included
s'1ator nesotiation. de.crib.d abov., .nd .uch b.n.fit. have b.en
ifi.d fro. tim. to time. Additionally, the Comp.ny h•• a••nded the

nefit. und.r po.tretir.m.nt ben.fit plan. maintained for it•
• anas.m.nt .mploy.... Exp.ctations vith re.p.ct to c.rtain future
em.ndment. to the Comp.ny'. po.tretirem.nt ben.fit plan. ba.e been
r.flected in determining the Comp.ny'. po.tretirement benafit co.t under
It.t..ent No. 106.
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"rtaa 1990 and 1989, the cost of postretirement health care benefits
ike '25,366,000 and $31,114,000, respectively. In addition, the Company
Jecolnized postretirement life insurance benefit costs of $434,000 in
199~and $1,194.000 in 1989.

(8) REGULATORY MATTERS

In August 1990. the Company made its first Annual Information Filing
required by the Experimental Plan for Alternative Regulation of Virginia
Telephone Companies. The SCC audited the cost allocations used to
develop the filinS, and its. Staff approved revised cost methodolosies.
The Experimental Plan will be reviewed by the SCC in 1992 to determine
whether modifications to it are necessary.

Effective January 1, 1991, the SCC approved the Company's request to
amortize the deficiency in its accumulated depreciation reserve. As a
result, approximately $33,500,000 in additional depreciation expense .as
recognized in 1991 to help eliminate this reserve deficiency. The
remainder of this deficiency will be amortized in 1992.
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(9) SU'fL!K!NTAL CASH FLOW AND ADDITIONAL FINANCIAL INFORMATION

Dollar. in Thou.and.
1991 1990 1989

Supplemental casb flow information:
Interest paid .
Income taxes paid .

S 85,898
Sl31,452

8 82,661
SU2,623

S 77.631
S 94,018

Additional financial information:
Depreciation as a percen~age of

average depreciable plant .

Otber operating taxes:
Property .
Gross receipts .
Otber .

Total .

Interest expense:
Interest on long-term debt .
Interest on note payable to
affiliate .

Interest on otber notes payable ..
Other .

Total .

Lll\ 6,74\ L.ll'

$36.437 $34,526 $32.267
7.662 7,416 7,212
2,218 444 768

846,317 842,386 840,247

$79.636 $78,911 $72,415

6,893 5,352 6,117
746

868 1.167 2,615
Sl7,397 885,439 Sl1.893

For the years ended December 31. 1991, 1990. and 1989. revenues
generated from services provided to AT&T, principally network acc••s,
billing and collection and sbaring of netwo~k facilitie., compris.d
approximately 15\. 16\. and 17\. respectively, of total op.r.ting
revenues.

The Company provides billing and collection .ervic.s to inter.xcbange
carri.r. (IXC.), To provide tbe.e ,.rvic•• , the Comp.ny .nd the IXC.
ent.r into contr.ct. under wbich the Comp.ny purcb.... tb. r.l.t.d
custom.r .ccount. receivable. Th. l.r.e.t purcb•••r of this .ervic. is
AT!::, At Dec••b.r 31, 1991 .nd 1990, account. receiv.ble included
$4',,7,000 .nd $47.935,000, respectively, (net of aUow.nces for
un ",l.ctlble.) of .uch receiveble, purcha.ed fro. AT&T, Accounts
pa1lll. include corre.pondin••mount. owed to AT&T for .uch receiv.bles.

Financial in.trument. that potentially subject the Company to
concentr.tion. of credit risk con.i.t of trade r.ceivable. with AT&T. as
noted above, Credit risk with raspect to other trade receiv.bles is
limited due to the lar.e number of customers included 1n the Company's
customer base,
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Th. amounts of drafts outst.ndina .t Decemb.r 31, 1991 and 1990 which
were included in accounts pay.b1e were $1.165,000 .nd $7,927,000,
respectively. At December 31, 1991 .nd 1990, $11,102,000 and
$37.646.000. respectively. of negative cash balances were c1.ssified as
accounts payable.

(10) QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

Quarter

1991
1st .
2nd .
3rd .
4th '" .

Total .

1lli
1st .
2nd .
3rd .
4th .

Total .

Total
Operating
Revenues

$ 423.952
428.133
434.171
428,223

S1.715,17 9

$ 403.232
412,854
416.617
421, 895

11.654,598

DoUan

Net
Operating
Revenues

$117,186
110.712
111,035

72,860
54U,793

$110,580
103,941
110.065
110,719

1435.305

in Thoullnds
Income Before

CUJIlUlative
Effect of Ch.nae
in Accountina

Principle

$ 61,801
58,191
58.030
31,125

8215,147

$ 59.028
54,374
60,099
56.811

1230,312

Net
Income
CLoss)

$(162,282)
58,191
58,030
37 ,125

S C8,336)

$ 59,028
54,374
60,099
56,811

1230,312

Results of operations for the first three quarters of 1991 have been
r.stat.d for the .ffect of the .doption of Stat.ment of Financi.l
Accountina St.ndards No, 106, "Employerl' Accounting for Postretirement
Benefits Other Than Pension•. " (See Not. 7 of Note. to Pinancial
St.tem.nt.), As a result of the rest.tement, net oper.tlnl r.venu••
d.cr••••d $2,197,000, $2,201,000 and $2,205,000 .nd income before
cumulative effect of ch.nae in .ccountina principle d.cr••••d
$1,363,000, $1,366,000 .nd $1,368,000 for the qu.rters end.d March 31,
J~ 30 and September 30, 1991, re.pective1y.

(11) LItJlATION AND CONTINGENCIES

Th. Comp.ny i. a p.rty to antitru.t .ctions .nd v.rious oth.r cl.im.,
leaa1 actionl and complaintl ari.ing in the ordinary courae of bu.in.II.

In the opinion of m.naaement, any monetary liability or financial impact
to which the Comp.ny might be .ubject after fin.l adjudication or
.ett1ement of the.e m.tters would not be material to the Ca.pany'l
financial position.
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(12) TRAISACTIONS WITH AFFILIATES

The Company has contractual arrangements with an affiliated company,
Bell Atlantic Network Services, Inc. (NSI) for the provision of various
centralized corporate, administrative, planning, financlal ~d other
services. These arrangements serve to fulfill the common needs of Bell
Atlantic'S operating telephone eompanies on a eentralized basis rather
than duplicate effort. in eaeh company. In connection with these
service., the Company reeognized approximately $262,288,000.
$236,652,000. and $176,656.000 in operatinl co.t. for the year. ended
neeember 31. 1991, 1990. and 1989, respeetiv.ly. In 1991, the.e eharges
ineluded $6.962,000 associated with NSI'. adoption of Statement No. 106.
In addition. the Company reeolnized $70.400,000, repre.enting the
Company's proportionate share of NSI's accrued tran.ition oblilation
under Statement No. 106. Also included in these eosts were $24.395.000
in 1991, $22,415,000 in 1990, and $20,656,000 in 1989 billed to NSI and
allocated to the Company by Bell Communications Research. Inc., another
affiliated company owned jointly by the seven reaional holdina
companies.

The Company has a contractual agreement vith another affiliated company,
Bell Atlantic Network Fundinl Corporation (BANrC), for the provision of
short-term financing and cash manaaement .ervic.s. BANrc issues
commercial paper and secure. bank loans to fund the vorkina eapital
requirements of the operatinl telephone companies and NSI and inve.ts
funds in temporary investments on their behalf. In connection with this
arrangement, the Company recognized interest expen•• of $6,893,000 and
$5,352,000 in 1991 and 1990, respectively.

The Company received $15,589,000 in rent revenue. from and paid
$33,232,000 in rent expense to affiliated companies a. a re.ult of
various intercompany bi11ina arrangements in 1991. These amount. were
$11,581.000 and $24.074.000, respeetively, in 1990. and $7.583.000 and
$24.935.000, re.pectively, in 1989.

On January 31, 1992. the Company declared a dividend in the amount of
$41.957,000 payable to Bell Atlantie on January 31. 1992.
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SCHEDULE V - PLANT, PROPERTY AND EQUIPMENT

FOR THE YEAR ENDED DECEMBER 31, 1991

(Dollars in Thousands)

Col. A

Class ification

Col. 8

8alance at
8eginning of

Period

Col. C.

Additions
at Cost
-Note(a)

Col. D

Retirements
-Note(b)

Col. E

Other
Changes
-Note(d)

Col. F

8alance at
End of
Period

Land ..................................... $ 13 ,428 $ 30 $ 2 $ 8 $ 13 ,464
BuilcUngs ................................. 241,127 15,674 2,251 (10) 254,540
Central Office Equipment ................. 1,845,596 215,049 146,452 (843) 1,913,350
Telephone Instruments and Related

Equipment ............................... 78,770 11,041 6,761 729 83,779
Pole Lines ............................... 71,897 3,556 1,968 2 73 ,487
Cable and Wiring ......................... 1,927 ,091 101,050 61,610 (460) 1,966,071
Conduit .................................. 271,023 12,023 2,414 (36) 280,596
Office Equipment and Furniture ........... 145,732 15,758 12,462 (145) 148,883
Vehicles and Other Work Equipment ........ 81,169 10,230 6,524 94 84,969
Other .................................... 36.933 5.916 5.664 3 37 .188

Total In Service (c) .................. 4,712,766 390,327 246,108 (658) 4,856,327

Plant Under Construction ................. 93,414 0,456) 72 - 91,8~6

Other ........................ ·............ 90.6 554 64 __ 11)- 1.389

Total Plant, Property and Equipment ... $4,807.086 $389.425 5246.244 S (665) ~49.602.

The notes on page F-28 are an integral part of this schedule.
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SCHEDULE V - PlANT, PROPERTY AND EQUIPMENT

FOR THE YEAR ENDED DECEMBER 31, 1990

(Dollars in Thousands)

Col. A

Classification

Col. B

Balance at
Beginning of

Period

Col. C.

Additions
at Cost
-Note(a)

Col. D

Retirements
-Note(b)

Col. E

Other
Changes
-Note(d)

Col. F

Balance at
End of
Period

Land ..................................... $ 12,965 $ 469 $ 2 $ (4) $ 13 ,428
Buildings ................................ 230,026 12,045 1,069 125 241,127
Central Office Equipment ................. 1,730,235 218,511 106,057 2,907 1,845,596
Telephone Instruments and Related

Equipment ............................... 71,566 10,171 4,039 472 78,770
Pole Lines ............................... 69,997 ],586 1,697 11 71,897
Cable and Wiring ......................... 1,849,295 111,824 37 ,057 ],029 1,927,091
Conduit .................................. 251,703 20,128 703 (105) 271, 023
Office Equipment and Furniture ........... 132,673 23,405 10,250 (96) 145,732
Vehicles and Other Work Equipment ........ 73,288 13,138 5,278 21 81,169
Other .................................... 41.206 3.760 6.840 (1.193) ~6.933

Total In Service (c) .................. 4,462,954 417,637 172,992 5,167 4,712,766

Plant Under Construction ................. 119,258 (25,843) 1 - 93,414
Other ••.................................. 1.324 {20S) _~~lJ - . 906

Total Plant, Property and Equipment ... $4.583.536 SJ21.589 Sl73---2Q6 S_.LliI $4.801.086

The notes on page F-28 are an integral part of this schedule.
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SCHEDULE V . PLANT, PROPERTY AND EQUIPMENT

FOR THE YEAR ENDED DECEMBER 31, 1989

(Dollars in Thousands)

Col. A

Class ification

Land .
Buildings .
Central Office Equipment .
Telephone Instruments and Related

Equipment .
Pole Lines .
Cable and Wiring .
Conduit , .
Office Equipment and Furniture .
Vehicles and Other Work Equipment .
Other , .. , .. , , .

Total In Service (c) .

Plant Under Construction : .
Other ",." .. "" .. , " ,., .

Total Plant, Property and Equipment

Col. B

Balance at
Beginning of

Period

$ 12,778
217,855

1.620,358

66.001
68.208

1,764.698
233.949
122.372

66.917
38 ~OSS

4.211.191

75,901
909

S4,288.001

Col. C.

Additions
at Cost
-Note(a)

$ 207
13 ,005

190.424

9,900
3,033

104.983
18.230
16.895
10.328
w.u

370.117

41.861
743

$412.721

Col. D Col. E Col. F

Other Balance at
Retirements Changes End of

-Note(b) -Note(d) Period

$ . $ (20) $ 12,965
2,830 1,996 230,026

78,844 (1,703) 1,730,235

4,714 379 71,566
1, 289 45 69,997

20,316 (70) 1,849,295
464 (12) 251.703

6,532 (62) 132,673
4.017 60 73 ,288
3,648 --.1..687 41. 206

122,654 4,300 4,462.954

10 1.506 119.258
ill -. 1,324

S122 --292 S 5J06 S4.583.536

The notes on page F-28 are an integral part of this schedule.
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